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So, the number of lots may be overstated, and the need to develop lots in better
locations persists. Mortgage interest tax deduction

Mortgage supply.

We heard of one possible roadblock from our business contacts. In the Atlanta Multifamily housing

Fed's most recent Construction and Real Estate Survey, the majority of builders Negative equity

continued to report that the amount of available credit for construction and

Positive demand shock
Positive externalities

development was insufficient to meet demand. The difficulty in obtaining bank
loans, a traditional source of funding for small developers, has made it Rental homes

challenging for them to convert raw land to buildable lots. Securitization
Subprime MBS

Bank lending remains strong Subprime mortgages

Given the comments on the survey, it seems somewhat surprising that, Uncategorized

according to bank call reports, construction lending remains the highest growth Upward mobility
portfolio among banks headquartered in the Atlanta Fed's district (which Urban growth
encompasses Alabama, Florida, Georgia, and sections of Louisiana, Mississippi,

and Tennessee). Exposures for construction have risen steadily over the past

three years as optimism about the economy has increased (see the table).
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Construction Lending by Commercial Banks Headquartered in the Sixth District
Source: Bank Call Reports; Risk Analysis Unit/Federal Reserve Bank of Atlanta

. . . . X Other construction, all land development
All Construction Loans Residential 1-4 family construction leans
and other land
Percent of Total Percent of Total Percent of . Total
December hanks Median . banks Median . banks Median .
31 as of reporting | growth rate outstanding reporting | growth rate outstanding reporting | growth rate outstanding
(Shillions) (Shillions) (Shillions)
YoY growth YoY growth YoY growth

2005 82.0% 41.3% 647

2006 82.2% 35.5% 92.7

2007 70.8% 19.5% 101.5 311 67.0
2008 48.2% -0.9% 96.7 32.6% -23.0% 248 51.5% 13% 718
2009 28.2% -17.0% 686 215% -37.0% 153 34.2% -116% 533
2010 26.8% -19.0% 452 26.9% -28.7% 8.8 28.3% -16.5% 364
2011 28.4% -13.8% 320 35.1% -18.2% 58 26.4% -13.6% 26.2
2012 37.0% -B.2% 253 46.7% -4.2% 50 33.4% -11.4% 203
2013 48.2% -11% 255 59.1% 14.1% 55 40.8% -6.1% 20,0
2014 61.5% 6.3% 290 84.3% 20.2% 8.7 51.5% 0.8% 223
2015 61.1% B.6% 343 64.8% 19.2% 83 51.7% 13% 26.0
2016 65.1% 11.9% 373 64.7% 18.5% 9.6 57.3% 4.4% 277
2017 65.7% 11.0% 39.4 63.2% 13.1% 10.1 62.5% 10.4% 293

[ Enlarge ]

In 2005, before the banking downturn, over 80 percent of the banks in the district
were reporting construction loan growth year over year, with median growth rates
exceeding 40 percent. From the time of the banking downturn through the early
recovery, however, construction loan growth turned negative. Banks experienced
significant losses on partially finished projects, making them hesitant to lend on
other projects. Growth finally turned positive again in 2014. From 2015 to 2017,
the percentage of banks reporting year-over-year growth in construction
increased slightly, from 61 percent to 65 percent.

Still, the percentage of banks reporting growth in their residential construction
portfolio has declined slightly while the overall growth rate of construction loans
has dropped from 20 percent in 2014 to just over 13 percent as of December 31,
2017.

Looking deeper into the primary drivers of loan growth, we broke down total
construction lending into two categories: Residential 1-4 family construction
loans and Other loans, all land development, and other land.

Though the Other category includes all land development, it mostly includes
only construction loans for nonresidential and multifamily properties. Loans for
development of lots that will have one to four family houses built on them are
routinely put in the Residential 1—4 family category of construction loans. What
this means is that the data cannot tell us the amount of lending going to develop
new lots.

What the data can tell us is that overall construction lending is growing, though
at a measured pace and starting from a relatively low level. And anecdotes tell
us that the growth is not coming from lot development loans, but, rather,
commercial real estate projects and "vertical" residential construction—that is,
the actual building of houses.

It is worthwhile noting that, as construction lending growth has progressed,
construction as a percentage of capital has drifted towards the point such that
the median level for all banks is approaching precrisis levels (see chart).

Sixth District Banks: Construction
200 Lendjng

180
160
140
120
100
80 i

'BG |' ‘I

as a pecentage of capital

40 i g e

20 Ll

g
R L L et

0
1990 Q1 1965Q3 2000 Q1 2006 Q3 200121 2017 Q3

Mote: The high-low bars represent the 75th and 25th percentiles
Source: Bank call repons, Federal Reserve Bank of Atlanta Risk
Analysis Unit

So while construction loan growth is strong, our industry contacts continue to tell
us that not much of that money is going toward lot development. Recent Senate
action may make regulatory capital constraints less of a concern, so the smaller
community banks in the district may increase construction lending. However,
given conversations with banking experts, it does not appear that banks' appetite
for lot development loans has improved much since the crisis.
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Lots likely will remain relatively scarce, and our contacts will continue their
lament of "labor, lumber, lots."

Robert Canova, senior financial specialist, Supervision, Regulation, and Credit
Division, and

1 Carl Hudson, director of the Center for Real Estate Analytics,
both of the Atlanta Fed
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